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In 2003, the Department of Defense (DoD) spent over 
$118B in purchasing services.  In fact, in each of the last 
ten years, DOD has spent more dollars on services than on 
supplies, equipment and goods, which includes weapon 
systems and other military items.  As DOD’s services 
acquisition volume continues to increase in scope and 
dollars, the agency must provide greater attention to such 
issues as proper acquisition planning, adequate 
requirements definition, establishment of appropriate 
contracts, and proper contractor oversight.  The unique 
characteristics of services and the increasing importance of 
services acquisition offer a significant opportunity for 
conducting research in the management of the service 
supply chain in DOD. 
INTRODUCTION 
DOD’s services acquisition volume has continued to 
increase in scope and dollars in the past decade.  Between 
FY 1999 to FY 2003, DoD’s spending on services increased 
by 66%, and in FY 2003, the DoD spent over $118 billion 
or approximately 57% of total DoD’s procurement dollars 
on services [13].  In recent years, DOD has spent more on 
services than on supplies, equipment and goods, even 
considering the high value of weapon systems and large 
military items [15].  These services belong to very broad set 
of activities ranging from grounds maintenance to space 
launch operations.  The major categories include 
professional, administrative, and management support; 
construction, repair, and maintenance of facilities and 
equipment; information technology; research and 
development, and medical care. 
As DOD’s services acquisition volume continues to 
increase in scope and dollars, the agency must keep greater 
attention to proper acquisition planning, adequate 
requirements definition, sufficient price evaluation, and 
proper contractor oversight [11].  In many ways, these are 
the same issues affecting the acquisition of physical 
supplies and weapon systems.  However, there are 
important differences between the production, acquisition 
and delivery of services and manufactured goods.  For 
example, services cannot be inventoried, require customer 
contact and joint production, and have customer-specific 
inputs.  Moreover, we observe intangibility in varying 
degrees, which makes it difficult to evaluate the quality and 
performance of a service operation [14].  The unique 
characteristics of services and the increasing importance of 
services acquisition offer a significant opportunity for 
conducting research in the management of the service 
supply chain in the Department of Defense. 
The purpose of this research is therefore to conduct an 
initial exploratory analysis of DOD services acquisition so 
as to frame the totality of the DOD’s services acquisition 
environment.  Our research contributes to both the theory 
and practice of service acquisition in the Federal 
Government. Theoretical contributions include the 
development of a conceptual framework for understanding 
and analyzing the supply chain in services, based on 
rigorous literature in operations management, logistics, 
public policy, budgeting and microeconomics.  We expect 
that the knowledge developed herein will lead to more 
effective and efficient management of the Department of 
Defense acquisition of services. 
This exploratory research effort consists of a review of the 
service acquisition practices in the Department of Defense.  
It includes visits to a sample of DOD installations involved 
in the acquisition of services, with interviews of contracting 
officers, program managers, and other personnel at these 
installations. 
The DOD installation visits were planned to cover a sample 
of Army, Navy, and Air Force installations.  Thus far we 
have visited Travis AFB and the Presidio of Monterey with 
visits to the Naval bases in San Diego planned in the near 
future.  These DOD installations have outsourced 
significant operation support services and provide an 
excellent source for analysis. 
SERVICE CHARACTERISTICS 
Service production differs from manufacturing in several 
ways.  In many operations texts, the key issues that are 
identified include the intangibility of service output, the 
difficulty of portability, and complexity in the definition and 
measurement of services (for example, see Fitzsimmons and 
Fitzsimmons [9]).  To these we would also add the 
observation that services often involve joint production 
between the buyer and the supplier.  These characteristics 
create certain differences in the production and marketing of 
services.  For example, the joint production aspect means that 
the productive system is often not buffered from the customer.  
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The customer is often present and even participating in the 
production process, while simultaneously being a consumer.  
The resulting need for "customer contact" has been analyzed 
in the seminal work of Chase [4] to categorize different types 
of service firms and sectors.  
Implications to Contacting 
Intangibility of service outcomes makes it difficult to clearly 
describe and quantify services, and therefore to contract for 
services. Consider for example, the difficulty in writing a 
contact for an educational service involving academic 
lectures.  How does one define a “pound of education” and 
how can one be sure when the contract is fulfilled 
satisfactorily.  As Karmarkar and Pitbladdo [14] explain, this 
is the reason why in such cases we do not contract around 
quantities at all; rather we contract around process delivery.  
In general, the more information intensive the service is the 
more difficult it is to develop clear and meaningful 
contracts.   This difficulty is somewhat reduced in services 
where physical objects play a dominant role. 
Intangibility of outputs also makes it difficult to define and 
measure quality.  For example, even for a simple custodial 
service such as cleaning, it is not easy to define the desired 
level of cleanliness. The levels of cleaning needed for an 
office is certainly different than for a hospital operating 
room.  The desired time duration for maintaining a clean 
status can also be an important matter in writing a contract 
for cleaning service.  As research in service quality has 
found, customers typically evaluate the quality of service 
based on the outcome of a service as well as the customer’s 
experience with the process of service delivery.  For example, 
in a dining facility, not only must the food be tasty but the 
manner in which the food is served must also be courteous, 
prompt and friendly.  This means that the contracts for many 
services should not be based solely on outcomes but should 
include specifications on both the outcome and the customer’s 
experience with the process.   
Co-production requiring presence and participation of 
customers in the creation of many services is an important 
characteristic of services.  For example, in an IT services such 
as software development, a customer’s input in terms of 
desired specifications of a software system is critically 
important.  For example, however competent the software 
developer may be, the developed software will not be 
satisfactory if the specifications do not accurately reflect the 
true needs of the customer.  Hence, the contracts for services 
should ideally specify not only what the service provider 
should do but also what the customer should do.  Otherwise, a 
satisfactory service outcome may not be realized. 
Diversity of Services also makes it difficult and undesirable 
to use the same contract vehicles or procedures for different 
services. For example, given the differences in medical 
services versus custodial services, it is important that the 
contracts for these services are customized to suit the life 
cycle needs of individual services. 
Finally, services are complex and may involve multi-stage 
processes.  This makes it important yet challenging to write 
contracts that are flexible enough to cover all relevant 
scenarios and eventualities.  Moreover, if such contract 
cannot be satisfactorily defined, it may be desirable to 
deliver certain services using internal resources as opposed 
to outsourcing them. 
SERVICES ACQUISITION ENVIRONMENT IN THE DOD 
The DoD’s procurement process is currently undergoing a 
transformation similar to the one experienced by private 
enterprises. This transformation is changing how the agency 
manages its procurement function, to include its people, 
processes, practices, and policies. Specifically, the 
procurement transformation is taking place in three major 
areas: “moving from buying goods to buying services, 
moving from a command and control relationship to a 
partnering relationship between the government and 
contractors, and moving from a paper-based procurement 
system to electronic procurement” [1]  This research paper 
focuses primarily on the first transformation area: services 
acquisition. 
The transformation from buying goods to buying services is 
considered the driving force behind the procurement 
revolution.  Gansler [10] describes this transformation as a 
reflection of the changing role of the government from that 
of a “provider of goods” to that of a “manager of the 
providers of good and service…”.  In addition, the method 
of procuring services is also changing.  Traditionally, 
through the Request for Proposal (RFP), the government 
would dictate what the contractor was to do and how to do 
it.  Through the use of detailed specifications and 
requirements, the contractor was directed how to perform 
the contracted effort.  The procurement transformation is 
changing how the RFP is being developed. RFPs are now 
being written to communicate the performance objectives 
or end-results of what the contracted effort needs to 
achieve, not how the work is to be done [5]. 
These two driving forces, the change in what the 
government is buying (services) and how the government is 
buying (performance-based contracts), is resulting in the 
government procuring solutions and knowledge, as opposed 
to specific supplies or standardized services [5]. 
Growth and Scope of DoD Service Contracts 
In fiscal year 2004, federal government procurement 
spending totaled approximately $328 billion.  Of that 
amount, approximately $99 billion was spent by the civilian 
agencies, with the remaining $228 billion spent by the 
Department of Defense [8].  Since FY 1999 DoD’s 
spending on services has increased by 66%, to over $118 
billion in FY 2003, approximately 57% of total 
procurement value. 
Compared to other contract categories, the expenditure in 
services is the largest single spend category in the Federal 
Government. Figure 1 compares the procurement of 
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services with the procurement of goods during the period 
between FY 1998 and FY 2002 in the Department of 
Defense [12]. 

























The DoD procures a variety of services in support of its 
mission.  These services range from traditional commercial 
contracts such as IT support, custodial services, and 
grounds maintenance, as well as mission-related services 
such as aircraft and engine maintenance, and initial pilot 
training.  Major categories of services procured by the DoD 
include Professional, Administrative, and Management 
Support, and Construction, Repair and Maintenance of 
Structure and Facilities. 
We identified specific examples of these various services 
during recent visits at military installations in the central 
and northern California area.  For example, at the Presidio 
of Monterey, an Army installation providing support 
services to the Defense Language Institute and the Ord 
Military Community, the Army contracts for base 
operations support, grounds maintenance, custodial 
services, and dining facilities services, among other 
contracts [3].   
At Travis Air Force Base, a major Air Mobility Command 
(AMC) base, these same types of services are procured, as 
well as several mission-unique services such as transient 
alert services for the flight line operations, passenger 
screening for the airfield passenger terminal, and falconry 
services in support of the Bird Aircraft Strike Hazard 
(BASH) program.  In addition, Travis AFB also provides 
contracting support to the David Grant Medical USAF 
Center.  In this capacity, Travis AFB procures various 
medical services such as medical transcription, nurse 
services, blood testing, registered nurse staffing, and 
medical coding services [17]. 
Policies for Service Contracting in DoD 
Compared with other federal agencies, the Department of 
Defense is often viewed as being particularly aggressive in 
complying with the Office of Management and Budget’s 
Circular A-76, Performance of Commercial Activities.  The 
circular directs that the “longstanding policy of the federal 
government has been to rely on the private sector for 
needed commercial activities.”  The circular also mandates 
that while actual performance of an activity may be 
outsourced, control remains with the government agency no 
matter what decision is ultimately made as a result of a 
competition between in-house and commercial providers 
[16]. 
Accompanying this growth in outsourcing activity has been 
a downsizing of the DOD civilian and military acquisition 
workforce, which is responsible for administering these 
contracts.  Also, Congress has mandated a shift to 
Performance-Based Service Acquisition (PBSA).  PBSA is 
intended to obtain higher levels of contractor performance 
at lower cost, and promote a partnership-oriented, long-
term approach that allows the government – and the DoD in 
particular – to benefit from commercial best practices [2, 6, 
7]. 
Outsourcing services on a large scale poses unique 
challenges for DOD.  The department’s employees, both 
those officially part of the “acquisition workforce” and 
those otherwise involved in the services acquisition process, 
are the focal point of any effort to increase the quantity and 
quality of outsourcing.  Yet at the same time the numbers of 
those employees have been falling rapidly, it is not 
unreasonable to claim that, in many cases, the necessary 
numbers of staff or skills are not present to ensure the 
adequate monitoring of the increased scale. 
PRELIMINARY OBSERVATIONS AND CONCLUSIONS  
We want to underscore that this is an ongoing research 
project with several activities such as additional base visits 
and interviews of contracting personnel and customers yet 
to be completed.  Hence, the observations and conclusions 
herein are preliminary and tentative, and should be viewed 
as such. 
1. The Department of Defense’s services acquisition 
volume has continued to increase in scope and dollars in 
the past decade.  In terms of amount spent on services, 
four categories represent over 50% of total spending: (a) 
professional, administrative, and management support 
services, (b) construction, repair and maintenance of 
structure and facilities, (c) equipment maintenance, and 
(d) information technology services. 
2. Presidio of Monterey (POM) has contracted maintenance 
of about 155 buildings and structures to Presidio 
Municipal Services Agency (PMSA), a consortium of the 
cities of Monterey and Seaside.  The PMSA agreement 
has allowed the two cities to apply their expertise to 
routine municipal services, and the Army to focus on its 
military mission. Through this partnership and contract 
with PMSA, the POM has realized a 41% reduction in 
expenses when compared with previous base operation 
costs and private contracts.  We recommend that DoD 
explore and evaluate the possibility of establishing such 
synergistic contractual relations with cities adjacent to 
other bases in supporting of their respective operations. 
3. Proactive and frequent communications are essential for 
a successful services contract.  We found a successful 
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example of this at Travis AFB, where 60th CONS uses 
Business Requirement Advisory Groups (BRAGs) as the 
mechanism for conducting such communications. 
BRAGs are cross-functional teams representing the 
functional organizations as well as customers involved in 
the services contracts.  
4. Our visits and interviews at Travis AFB, where the 60th 
Contract Squadron (CONS) is co-located with the 60th 
Air Mobility Wing (AMW), and at POM and NAS WI 
confirmed GAO’s finding that “while the Army’s and 
Navy’s creation of centralized installation management 
agencies can potentially create efficiencies and improve 
the management of the facilities through streamlining and 
consolidation, implementation of these plans has so far 
met with mixed results in quality and level of support 
provided to activities and installations”. 
5. Given the unique characteristics of services, establishing 
service specifications, and measuring and monitoring the 
quality of delivered service is inherently more complex 
than that in manufactured goods. This factor combined 
with the continued growth in DOD’s services acquisition 
volume means that it is critical to have on board a larger 
number of skilled contracting personnel to services 
acquisition.  However, DoD’s aggressive compliance 
with OMB’s Circular A-76 has resulted in downsizing of 
the DOD’s civilian and military acquisition workforce.  
Although this exploratory study is not yet completed, we 
believe that the above two trends clearly contradict each 
other. This could also mean that in DoD’s outsourced 
services either the needs are not being fully satisfied, or 
the value for the money spent is not being realized. 
6. Although the DOD acquires more services than goods, 
the management infrastructure for the acquisition of 
services is less developed than for the acquisition of 
products and systems.  There is a less formal program 
management approach and life-cycle methodology for the 
acquisition of services.  This results from the fact that the 
functional personnel currently managing the services 
programs are typically not provided the needed 
acquisition training.  We recommend that this situation 
be changed through provision of formal training of 
services sciences to the service acquisition force. 
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